While considerable concern has emerged about the impact of religion on economic development, little is actually known about how religion impacts the decision making of individuals. This paper examines the influence of religion on the decision for people to become an entrepreneur. Based on a large-scale data set of nearly ninety thousand workers in India, this paper finds that religion shapes the entrepreneurial decision. In particular, some religions, such as Islam and Christianity, are found to be conducive to entrepreneurship, while others, such as Hinduism, inhibit entrepreneurship.
Introduction
Religion and economics have had a tenuous relationship. On the one hand, scholars dating back at least to Adam Smith and Max Weber have argued that religion plays a fundamental role in shaping economics.
1
On the other hand, only scant attention has recently been given as to how and why religion might influence economics. The omission of religion as a determinant of economic activity is startling, given the recent suggestion by Edmund Phelps that "values and attitudes are as much a part of the economy as institutions and policies are. Some impede, others enable."
2
In India, for instance, Hinduism is strongly associated with the emergence of the caste system. Although some aspects of the caste system such as untouchability, were abolished by the government, it remains formidable and imposing in practice. There remains a heated public debate in India on the impact of the caste system on the economic status of what is widely referred to "backward classes". For example, in an article announcing, "Indian College Quota Law Suspended", The New York Times reports that, "Caste discrimination is outlawed but continues to persist in obvious and subtle ways, and the contest over the latest university admissions quotas revolve around how to best redress an entrenched and often ugly social bias." 3 Recent studies suggest a relationship between religion and economic performance (Barro and McCleary, 2003; McCleary and Barro, 2006; Guisa et al., 2006) . For example, Barro and McCleary (2003) estimate the impact of adherence to religious beliefs on economic performance using international survey data on religiosity. They find that increases in church attendance tend to reduce economic growth while increases in the belief in hell and an afterlife increase economic growth. These empirical findings raise several important but unanswered questions: (1) What are the channels by which religion influences economic activity?
and (2) Is the impact of religion on economic activity homogeneous across all religions?
The purpose of this paper is to shed light on these questions by examining whether religion has any impact on one particular channel of economic decisionmaking influencing economic growth -the decision to become an entrepreneur.
Recent studies suggest that entrepreneurship may be a key factor generating growth and development Baumol (2002) . As Lazear (2002, p. 1 
) concludes, "The
Entrepreneur is the single most important player in a modern economy." Lazear's conclusion is supported by considerable theoretical and empirical literature linking entrepreneurship to economic growth.
4
In particular, this paper links the decision of people in India to start a business to their religion as well as their caste status. What this paper does not at all address is whether India, or any other country for that matter needs more or less entrepreneurship. Rather, the focus of this paper is on the impact of religion on the economic decision making process of individuals. This paper consists of five sections. The following section discusses the link between religion, culture and entrepreneurship in the Indian context and posits that both religion and culture will influence the decision to become an entrepreneur.
The third section describes our data set, which consists of a large-scale census of individuals. The fourth section presents our empirical analysis testing the hypotheses that both religion and culture influence economic behavior. The final section provides a summary and conclusion. In particular, the empirical evidence suggests that both religion and the cultural tradition of the caste system influence economic behavior, and in particular the decision to become an entrepreneur.
2 Religion, Entrepreneurship and the Indian Context Why should religion influence the decision of an individual to become an entrepreneur? Scholars have generally framed the decision of an individual (homo oeconomicus) to become an entrepreneur in terms of the model of occupational choice, where the income generated from entrepreneurship is compared to the wage earned as an employee (Lucas, 1978; Kihlstrom and Laffont, 1979; Holmes and Schmitz, 1990; Parker, 2004; Jovanovic, 1994) .
A broad spectrum of individual-specific characteristics, ranging from risk aversion (Kihlstrom and Laffont, 1979) , to personality attributes (McCelland, 1964) , to education and human capital (Zucker et al., 1998; Bates, 1990; Blanchflower and Meyer, 1994) and unemployment (Evans and Leighton, 1989a ) are found to influence individuals' entrepreneurship choice. Thus, an important strand of research has emerged trying to identify why some individuals choose to start a new business while others abstain from entrepreneurship.
5 Iannaccone (1998 Iannaccone ( , p. 1475 ) concludes that "At the level of individuals and 5 As Parker (2004, p. 106) notes "The clearest influences on measures of entrepreneurship (usually the likelihood or extent of self employment) are age, labor market experience, marital status, having a self-employed parent and average rates of income tax (all with positive effects). Greater levels of risk and higher interest rates generally have negative effects, although to date only a handful of studies have satisfactorily investigated the former." households, economic behavior and outcomes do correlate with religion." However, to our best knowledge there are no studies, with the exception of Minns and Rizov (2005) , that have considered the role that religion plays in shaping the entrepreneurial decision.
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Yet, there are compelling reasons to posit that religion does influence an individual's decision to become an entrepreneur. Eisenstadt (1968, p. 10) , for instance, emphasizes the importance of the "transformative potential" of a religion for economic motives and activities. By "transformative potential", Eisenstadt (1968, p. XX) means the "capacity to legitimize, in religious or ideological terms, the development of new motivations, activities, and institutions which were not encompassed in their original impulses and views". Moreover, he postulates that "the transformative potential of a given religion is greater the stronger is the emphasis in it on transcendentalism, on individual responsibility and activism, on an open unmediated relationship between the individual and the sacred tradition with the concomitant possibility of its continuous redefinition and reformulation, and a high degree of social openness among the religiously active groups" (Eisenstadt, 1968, p. 20 Minns and Rizov (2005) use 1901 census of Canada to historically link religion and self employment at the beginning of the 20th century. They find that Canadian Jews were more entrepreneurial than Catholics. They also find that "Catholics were only somewhat less likely to be self-employed than Church Protestants, and no meaningful difference is apparent between mainstreem Protestants and members of other sects." [p. 275] Hindus, the Hindu religion may influence the choice to become an entrepreneur in India. Compared to the other main religions of India, Hinduism provides little encouragement or value to change one's situation in terms of material well being (Singer, 1966) . According to Uppal (2001, p. 20) , "The people of South Asia are deeply religious and all facets of their lives including their endeavors to achieve material advancement are affected greatly by religious beliefs and values." tially categorized individuals into different classes persisted across generations and later determined the occupations of Hindus to a great extent.
In his third major work on the sociology of religion, Weber (1958, pp. 103-104) states that "If the stability of the caste order could not hinder property differentiation it could at least block technological change and occupational mobility, which from the point of view of caste were objectionable and ritually dangerous." In summary, he claims that the impact of caste system on the economy is essentially negative.
In one of the few studies analyzing the effects of the caste system, Munshi and Rosenzweig (2006) examine the influence of the caste within the context of an educational choice model in Bombay. They find that lower caste boys are more likely to study in schools where the medium of instruction is the local language and not English. This is very likely to lead them into traditional occupations as defined by the caste structure. Munshi and Rosenzweig (2006, p. 1230) note, "caste networks might place tacit restrictions on the occupational mobility of theirs members to preserve the integrity of the network" and "although these restrictions might have been welfare enhancing and indeed equalizing when they were first put in place, such restrictions could result in dynamic inefficiencies when the structure of the economy changes."
The clear demarcation of occupations based on castes, the persistence of occupation decisions across generations and the other tenets that entail Hindus not to live a life of material pursuits, lead us to hypothesize that these factors might continue to influence the occupational choices of Hindus, and in particular inhibit the propensity to become an entrepreneur. We have no strong predictions how other religions in India, like Islam or Christianity, might influence an individual's entrepreneurial decision. It is likely, however, that the impact of the caste system on economic behaviors is stronger for Hindus as compared to non-Hindus.
In the following sections we will analyze whether Hinduism, as well as belonging to a lower caste, will influence the propensity to become an entrepreneur.
Data Issues
The main source of data to link religion and caste affiliation to entrepreneurship is the National Sample Survey Organization (NSSO) of India. We use the NSSO's 60th round Employment-Unemployment Survey. This household level survey was conducted in 2004. Almost three hundred thousand individuals in sixty thousand households were questioned about their economic status, religious affiliation and personal background. The households were selected based on a stratified sampling methodology. Since the focus of this paper is on economically active individuals, we only consider those who have reported to be: self employed (includes own account workers and employers), salaried employees, casual laborers and unemployed. For similar reasons, we restrict our sample to those who are older than 15 years but younger than 70 years. We thus exclude from our analysis family members who assist household enterprises, such as children and the elderly, as well as people classified into other miscellaneous occupational categories. These individuals can also be located according to their region. The final sample consists of 82,845 individuals. Figure Figure 1 and Table 2 ). Individuals included in the database are also classified according to class affiliation. They belong to either one of the three backward classes (Schedule Castes, Schedule Tribes, Other Backward Classes) or to the forward castes ( ??).
It should be emphasized that although the caste system is a distinct feature of Hinduism and the Constitution of India (Schedule Castes) Order, 1950 notes that, "no person who professes a religion different from the Hindu, the Sikh or the Buddhist religion shall be deemed to be a member of a Scheduled Caste", almost 66% of Christians are classified in the Schedule Caste. 
Empirical Analysis
In order to test the hypotheses that both religion, and in particular Hinduism, as well as membership in a lower caste, have a negative impact on entrepreneurship, 8 According to the 2001 Census, the religious composition of population in India is as follows: 80.9% are Hindus, 12.9% are Muslims, 2.4% are Christians, 1.9% are Sikhs, 0.4% are Jains, 0.8% are Buddhists, and 0.7% are others. See Premi (2004, p. 4294) .
9 The presence of caste system, a characteristic of Hinduism, is also reflected in other religions in India. Within Islam certain sects are considered to be nobler than others. In Christianity, converts from lower castes of Hindu society are treated as lower caste members of Christianity. We cannot rule out conversions into Christianity giving rise to this phenomena. Also, we cannot rule out the possibility of the caste system diffusing into other religions in India.
we estimate multinomial probit models of occupational choice.
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Individuals are either self employed or salaried or casual laborer or unemployed.
In the first model (Table 4) , the effect of religion on self employment is isolated by controlling for a number of variables that are likely to influence the probability of self employment such as age, gender, marital status, educational background, land possessed, rural or urban location. The results show that Hindus are less likely to be self employed compared to individuals of other religions. In particular, the probability of becoming self employed is 8.6% less for Hindus.
The control variables are generally consistent with results already well established in the literature. As has been commonly found, the evidence suggests a quadratic relationship between age and the probability to become an entrepreneur.
11
In addition, both married and divorced people are more likely to be entrepreneurs compared to unmarried individuals.
12
There is not much consensus on the effect of eduction in the literature.
13
These results for India suggest that increases in education reduce the probability of self employment in an Indian context.
The negative coefficients on the variable Hinduism suggest that religion does, 10 We do not make use of the multinomial logit model since a Hausman-test suggets that its basic assumption, independence from irrelevant alternatives, is violated.
11 This is consistent with the findings of empirical literature on developed countries that older individuals are more likely to be self employed. ? Blanchflower and Meyer (1994); Blanchflower (2000) and many other studies find a positive and quadratic effect of age on the probability of becoming self-employed; however Blau (1987) ; Evans and Leighton (1989b) ; Evans and Jovanovic (1989) do not find significant effects of age on self-employment.
12 Consistent with Taylor (1996) ; Fairlie and Meyer (1996) and others who find positive effects of marital status on self-employment.
13 Education expands the knowledge base of an individual and makes him alert to new opportunities. Rees and Shaw (1986); Taylor (1996) ; Evans and Leighton (1989a) ; Blanchflower and Meyer (1994); Blanchflower (2000) find positive effects of education on self employment. However, education also increases the opportunity cost of being self employed. Educated individuals may not be willing to take the risks associated with entrepreneurship. For instance, Evans and Leighton (1989b) ; Evans and Jovanovic (1989) find no significant effects and Blanchflower et al. (2001) ; Georgellis and Wall (2000) find negative effects of education on the probability of selecting self employment. in fact, influence the decision to become an entrepreneur; however these results do not shed much light on the channels through which such inhibition might take place. Thus in Table 5 , we include a dummy variable reflecting membership in backward class along with personal characteristics, educational background and regional factors. As explained earlier, the class structures of Hinduism have had considerable influence on the formation of class structures in other religions in India. The results presented in Table 5 suggest that individuals in the backward classes of all the religions are less likely to be entrepreneurs. Further, as the negative coefficient on the variable reflecting the Hindu religion, Hindus are still less likely to be entrepreneurs compared to individuals of other religions even after controlling for the class structure.
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The strong presence of class structures within Hinduism leads us to posit that Hindus of all classes, forward as well as backward, might have a lower propensity to become an entrepreneur than do individuals of other religions. As mentioned earlier, amongst Hindus, only the Vyshyas are expected to do business. Thus, the impact of being both a Hindu and a member of different classes on the decision to become an entrepreneur was estimated and the results are presented in Table 6 . The evidence suggests that an individual who is both a Hindu as well as a member of the backward class scheduled caste is almost 14% and backward class scheduled tribe is 19% less likely to be self employed. Hindus belonging to the other backward classes are 5.7% and forward castes as well are 2.2% less likely to be entrepreneurs relative to the individuals of the other religions. This confirms our hypothesis that the class structures of Hindusim are binding and continue 14 The result holds even when the self-employed are separated between employers and only selfemployed people (Table 9 ). An important qualification of the results is that the self-employed includes both agricultural and non-agricultural self-employed people. However, when the sample is restricted to non-agriculture (Table 10) , the results shown in the Appendix confirm that there is virtually no difference.
to influence their occupational choice, particularly with respect to becoming an entrepreneur.
In contrast, the probability of being a salaried employee is higher for Hindus, irrespective of the class as compared to non Hindus. The positive effect of being a member of a backward class might be explained by the reservation system established in India by the government that supports Hindus belonging to backward class but not members of other religions. One might therefore argue that the reservation system forces Hindu backward class to favor salaried employment instead of self employment whereas members of other religions choose self employment. However, the values of estimated marginal effects suggest that the positive coefficients for salaried employment category are negligible compared to the negative coefficients in the self-employment category. This suggests that the effect of caste system in inhibiting Hindus from selecting self-employment is significant. In fact, the backward class Hindus have a higher propensity to be casual laborers.
In order to focus on the impact of caste system we estimate the model based on the sample of Hindus only. The strong presence of class structures within Hinduism leads us to posit that Hindu individuals belonging to the backward class might have a lower propensity to become an entrepreneur than Hindus belonging to the forward class. Thus, the impact of both religion and caste system, by being both a Hindu and a member of the backward class on the decision to become an entrepreneur was estimated and the results are presented in Table 7 . The evidence suggests that a Hindu who is a member of the backward class scheduled caste is almost 14.6% and backward class scheduled tribe is 18% less likely to be self employed than a forward class Hindu.
The four estimated models confirm our hypotheses that Hindus are less likely to be entrepreneurs than are individuals of other religions. This leads us to the last question. How does the propensity to enter into entrepreneurship compare between the non-Hindu and the Hindu religions? Thus, the results included in Table 8 take Hinduism as the base class and show the marginal effect on the probability to be self employed for individuals of other religions. The results suggest that Muslims are 7.9%, Christians 2.9%, and Jains 27% more likely to be self employed compared to Hindus. By contrast, individuals of other minor religions and those without religion are almost 13.4% more likely to be entrepreneurs compared to Hindus. Buddhists and followers of Sikhism are pretty much in the same boat as Hindus.
Conclusion
Religion is rarely attributed to shaping economic phenomena. So it is with the decision to become an entrepreneur. While a rich and robust literature has emerged identifying a number of important characteristics and factors alternatively conducive to or impeding entrepreneurship, religion has been noticeably absent.
The results of this paper suggest that religion matters. While India is rich with diverse religions, some of them, such as Islam and Christianity, are conducive to entrepreneurship. By contrast, others, and in particular Hinduism, inhibit entrepreneurship.
Similarly, the caste system is found to influence the propensity to become an entrepreneur. In particular, belonging to a backward caste inhibits entrepreneurship. The least entrepreneurial people tend to be Hindus in the lower class. One reason for this might be the persistence of the caste system that limits the freedom of occupational choice to some extent not only to individuals of backward classes but to Hindus in general.
Hence, the results of this paper suggest that elements of religion and the caste system, need to be explicitly considered in understanding what influences important economic phenomena, such as entrepreneurship. Just as religion plays a major role in influencing entrepreneurial activity, so too does the caste system.
At least in the case of India, Max Weber's insight is found to hold -religion is an important influence on economic behavior.
It may be fruitful for future research to consider not just the impact of religion on economic activity, such as entrepreneurship, but also the conditioning effect of the particular locational context. One clue about the importance of location is provided by the results of studies showing that Indian and other Asian immigrants in the United Kingdom and North America actually exhibit a greater propensity for entrepreneurship (Clark and Drinkwater, 1998) . While the specific religion of the immigrants is not explicitly identified, the inhibiting impact of a specific religion and particular caste may, in fact, disappear along with the change in location and institutional context. Without the painstaking future research, however, such a conjecture will remain simply that, a conjecture. For explanation on SC, ST, OB see notes of Table 1 
